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quantified Mars once said thal any science not us 
mathematics is an imperfect one The assesement of 
or thought and morality must be gradually quanti 
We must combine qualitative with quantitative 
analysis to overcome the ng errors of the 
unscientific practice of relying only on qualitative assess 
ment, Third, we must use th imensional measures 
We must fully utilize modern educational methods such 
as newspapers, journals, television, and radio. .s0 as to 
form a multi-scopic, multidirectional, .nd stereotyped 
educational environment. Fourth, there must be stan- 
dardized management es and political work 
must establish a mechanism which will cause to 
follow cert in behavioral standards for the sake of con- 
trol or self-control. Fifth, information exchange must be 
stressed, In ideological and political work, we must 
attach importance to the collection, analysis, storage, 
and transmission of inforraation. We must be skillful at 
grasping the effective information and abandoning that 
which is ineffective or void. We must change in order to 
deal with change, be quick to deal with that which 
happens quickly, be flexible in dealing with the flexible 
conditions, and seek practical results in a practical 
manner 


XL U Patience in Carrying Through 
, and Action 
oc 
Solving the Ideological Problem 

The 10-year reform has proven that in major decision- 
making most precious expenence we learned from 


the 
solving the ideological problem within the party was to 
uphold patent education and carry through persuasive 





theories of Marxism and Leninism must be 
inculcated because the proletarian world view will not 


signs. A correct theory, or 

function only if it 
becomes inherent to an individual. persuasive pol- 
icy is effective because it conforms to the rule of devel- 
opment of the human mind, second, it conforms to the 
practical standard of the great masses of our political 
work cadres, and third, it conforms to the characteristics 


each participant is an educator while at the same time 











Various 
A successful and fine d requires an qual footing 
for both parties and must be bilateral and practical. In 
the dialogue the truth must be told and after that the real 
work must be done. The leader in the dialogue should 
ef tS TA yt 
good knowledge He be able to grasp the people's 
thoughts, have a ability to express himself, and 
have charisma. in tho dislegus ho eran pay attention to 
dy ewe ioe pa pA ap 
hostility, must not be ambiguous 
equivocally; (3) he must not accommodate imealt be 
Meal: nd Cxrover eater to ethers; (©) bo ena ese 
words | t to the topic; (5) he must not raise 
several problems at once and attempt to solve them 
immediately, and (6) he must not become angry when 
hearing criticism and refuse to accept it. All these require 
that the leader can do the following for each dialogue: 
Before the dialogue, serious preparations must be made, 
during the dialogue, problems are sincerely discussed; 
and the dialogue, resolutions are realized one by 
one. We must open up the big way, block the small path, 
exchange information, and establish a network. We must 
perfect the system of dialogue step by step and make it a 
regular event 
XIV. Handle the ‘s Opinions, Care for 
The Sah and Retleve Their Worries and 
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opinions and 
ditions for immediate solution we must patiently explain 
the situation to the masses and, ai the same time, strive 
to create conditions for solving them at the earliest date. 
For improper opinions and unreasonable demands we 
must not make unprincipled accommodation and, for 
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percent compared to the same ey last year, But such 
growth rate is apr a high one, If we do not spend much 
efforts on carrying Out the austerity measures, those 
newly implemented readjustment measures will be 
undermined, Moreover, the rate will bounce back 
and start soaring in the coming autumn and winter even 
though we have further cut the rate by | to 2 percent, 
Therefore, such rate will exceed our planned goal 
of 8 percent set in the beginning of this year. 


2. The monetary and financial situation may become more 
tense. Recently, we have repeatedly stressed the impor- 
tance of controlling the issuance of currency, However, 
the actual result is that we have issued excessive amounts 
of currency. The amount of currency in circulation 1988 
is equal to 86 percent of the total amount of currency in 
circulation in the 35 year period from 1949 to 1984. 
Also, it was basically equivalent to the accumulated 
amount of currency issued between 1984 and 1986 
which was already excessively issued. Furthermore, Jan- 
vary 1s the month in which the amount of currency in 
circulation reached its peak level. Al present, it is esti- 
mated that the amount of excessively issued currency 
totalled more than 50 billion yuan. As there were a large 
number of sectors in need of funds, many projects were 
started with only a fraction of money, there were exist- 
ence of customary income expansion and the strive to 
expand local credit, and a large amount of currency 
quickly became cash in the hands of residents, a false 
sense of capital need in society was created, so that the 
tension of currency expansion became worsened. 


3. Obviously, the difference between supply and demand is 
growing. The of demand exceeding supply was 42.6 
percent last year. Moreover, the difference between gross 
values of the two was sharply increased compared to the 
previous 2 years. “ In the immediate future, we should 
narrow the difference by means of increasing the effec- 
tive supply (which is mainly supply of basic industrial 
products such as agricultural products and energy 
resources), and reducing the effective demand. However, 
our current measures are yet to be effectively imple- 
mented. On the one hand, we still have not worked out 
practical measures powerful enough to stimulate a steady 
and long-term growth of agriculture and basic industry. 
On the other, the overheated demand which affects the 
economic coordination and operation is yet to be 
remarkably suppressed. Though we might cut the invest- 
ment in fixed assets by more than 30 billion yuan at the 
preliminary stage of the austerity, and weaken the pur- 
chasing power of groups that controlled the supply of 
some commodities, there are at least more than three 
major sources leading to an expansion of aggregate 
demand. First, it is the customary accumulation that 
most additional investment was absorbed by the inven- 
tory of fixed assets, and to simply reduce any increase of 
investment in new projects without inventory readjust- 
ment clearly cannot help find a solution for the expan- 
sion of aggregate demand. Second, it is the expanded 
power of groups to purchase commodities not under 


ECONOMIC 


their control despite reduction of their power to pur- 
chase commodities under their control. This is one of the 
reasons that the purchasing power of social groups 
increased by 20.3 percent te constraints of con- 
trolled purchase. Third, there was an extensive inflation 
of hidden income on the basis of a fast growing (the 
growth rate of wages earned by workers of enterprises 
owned by the whole people, collectives and joint ven- 
tures was increased by 22.1 percent compared to the 
previous year) inflation of hidden income (wages, nom- 
ital bonuses and allowances). All these may intensify the 
contradiction between market supply and market 
demand. If one takes the inflation predictions of resi- 
dents into consideration, the amount of cash in the 
hands of residents will, of course, be increased and 
maintained at a very high level under the conditions of 

tive interest rates, Of the purchase ae surplus of 
1988, the amount of cash in the hands of residents was as 
much as nearly two times (a growth rate of 185.7 
percent) at the end of the year when compared to that of 
1987. A d-year savings with interest rate linked to 
inflation rate was started on | September. The interest 
rate of such savings was further increased by 2 to 3 
percent. But this still cannot fundamentally change the 
preference of residents to the practice of keeping cash in 
hand in order to purchase for future use rather than that 
of savings. Therefore, the short-term market demand 
will ren ain at a high level. 


4. Prospects of future prices and market situation are not 
optimistic. Because of extensive drop of grain, cot’ »n, 
and oil production last year, the growth of processing 
industry exceeded that of basic industry by about |2 
percent, whereas the circulation channel was full of 
currency. If one does not act cautionsiy, it is possible to 
develop extensive shortages led vy agriculture and 
energy crises, as well as a new large-scale market panic 
and price rise. We should pay special attention to certain 
new tendencies concerning the price rise: (a) Price rise 
activated by structure Because of irrational and biased 
policies toward some products and industry, and imbal- 
anced equilibrium between macroeconomic structural 

t and market structure, reform measures for 
rationalization of prices often partially meet the equilib- 
rium as well as the dynamic equilibrium. Therefore, 
periodic “revitalization of price parity” developed once 
and again. Such revitalization caused by a non-equilib- 
rium structure will push up the general price to a higher 
level. (b) Regional competition In order to readjust the 
structural prices in a selective way, the central authori- 
ties could not but be determined to raise the price of 
excessively low price products within a limited scope and 
extent. Decisions were made on what products, and to 
what level, should have their prices raised first in this 
process of price readjustment. It might, on the one hand, 
absorb more resources from other regions, and on the 
other, it might obtain more benefits of price rise at an 
earlier time. Therefore, regions often compete among 
each other to raise prices. This also quickly pushes up the 
general price level. (c) Role of prediction Now, both 
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enterprises and residents have the mentality that infla- 
tion will remain at a high level in the long run. They also 
have strong feelings about each case of prediction of 
price reform, Consequently, enterprises hoard commod- 
ities on the basis of their prediction, and residents 
quickly withdraw deposits from banks and join in the 
buying spree on the basis of their prediction, This also 
helps push up the prices, (d) /mpact of market price The 
characteristics of price changes in the past was the rise of 
market prices triggered by ques prices (planned 
prices). Now, the quoted price fluctuates in the wake of 
changes in the market prices due to the extensive scope 
of the market. The market price is forced to rise because 
of shortages, so that the quoted price has no other choice 
but rise, All these new developments indicate that it is 
very difficult for us to restrict the changes in price level 
within the planned range, and we must spend great 
efforts on doing this. In particular, when readjustment 
and austerity have not been fully realized, and there are 
hidden factors of instability in our economic life posing 
threats to the next step of reforms, the readjusted mac- 
roeconomic policies and guiding ideology cannot be 
restored because of changes in the tendency of theory. 


Il. Choice of Theory Governmental Policies 
During the Austerity Portal 


We shall inevitably scale down industrial production, 
investment, and consumption by implementing austerity 
measures and checking an excessively effective demand. 
In particular, we need to scale down those impractical 
industrial growth rates, and make fluctuation of industry 
dwindle. It is inevitable that facing such a phenomenon, 
economists hold different points of vie v and debate on 
them. Recently, the economics circle ook the issue of 
“inflation” as the “focal point” of this year’s economic 
theoretical study. Many newspapers and journals have 
been zealous in publishing articles and analyses in con- 
nection with “inflation.” It seems that viewpoints on 
“theory of inflation,” together with opinions published 
by newspapers and journals, have become the “new 
thinking,” and have an influence on the government's 
policies. 


Economists first took a doubtful, and (academically) 
critical attitude toward the issue. In particular, it is no 
wonder that they used the new thinking to criticize those 
“conclusions” that had been proven incorrect by new 
practices of reforming. Moreover, it is the only way to 
make China's economics science thrive. We should real- 
ize that it is not unfavorable to us to predict any 
stagflation in China's economy because of its austerity 
measures, and to remind the government to carefully 
consider and take precautions in the implementation of 
the austerity measures. They should, however, on the 


one hand independently study problems, propose new 
points of view, and shoulder the responsibility of criti- 
cizing government's policies. On the other hand, the 
government should proceed from objective conditions, 
make an overall evaluation according to short-term and 
long-term goals, and make a decision based on such 
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economic theory, The government should neither indis- 
criminately accept a “new viewpoint,” nor accept “new 
viewpoints” without in-depth discussions, or our poli- 
cies will repeatedly fluctuate, Also, it should not fre- 
quently alter policies and principles that have been 
extensively discussed, though it is necessary to consider 
various comments and opinions on policies when mak- 
ing specific decisions. For example, at present, we should 
correctly understand the issue of “stagflation,” and gov- 
ernment policies should not be changed despite cries of 
“prevention against decline” and “anti-stagflation.” Stull 
less should the government give o> four-month-old 
austerity policies because it is a of them or has 
certain illusions about them. If it does behave in this 
way, it will waste all its efforts spent on the austerity 
measures implemented at the early stage. Besides, this 
would lead to “more inflation” * and would give rise to 
a “great recession following a sham of a prosperous 
situation” like the one we experienced in early 1960's. 


Proceeding from the economics point of view, some 
economists currently cherish the illusion of stagflation 
because they simply make a comparison between Chi- 
na's economy and the Western economy or the Soviet 
one. In addition, they have confused the concept of 
period or time difference with the concept of time-point, 
and they mix up the possibilities of short-term austerity 
measures with its long-term potential department. 


Strictly speaking, stagflation is a phenomenon of co- 
existence between stagnation and inflation. It is gener- 
ally manifested as a continuous process measured by a 
period of years (or time difference) rather than a time- 
point. [Please see Chart | for an illustration.] ° 


The phenomenon of re-stagflation as described by the 
“Sherman curve" indicated the trend of macroeconomic 
development in the 1970's as a whole, rather than certain 
particular years. Even the “Phillips Curve,” which cov- 
ered the economic development —_ the 1950's and 
1960's, did not show the absence of the destructive 
“alternate displacement of unemployment and infla- 
tion” in particular years. Let's neglect “inflation” for the 
time being. “Stagnation” has been there as a tendency 
for several years and in the dynamic progress. Based on 
this interpretation, it is true that the economies of 
several developed capitalist countries experienced stag- 
flation in the past 10-20 years. However, it is not true for 
China. ’ For the time being, we are not going to discuss 
why China experienced an “accelerated” development at 
the time when the economies of other large countries 
suffered from stagflation (which will be discussed in 
another article). What we do care about is the appropri- 
ate siandards for determining whether the economy of 
China is suffering from stagflation, and what decisions 
should be made to handle the situation of slow growth 
which may occur during the austerity period. 


According to an analysis of average annual growth of 
China's economy during the period between 1980 and 
1988, we have come to the following conclusion: 
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Trend in Unemployment and Inflation in the United 
States Between 1960 and 1978 
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See Stagflation by Xie Erman (6200 1422 2581] 


1. The period in which the growth rate was over |! 
percent was a state of abnorma! economic growth; 


Il. The period in which the growth rate was between 7 
and 10 percent was a normal state of prosperous eco- 
nomic growth; 


Ill. The period in which the growth rate was between 4 
and 6 percent was a state of middle-level and slow 
economic growth; 


IV. The period in which the growth rate was between | 
and 3 percent was basically a state of economic growth of 
stagflation; and 


V. The period in which the growth rate was zero percent 
or below was a state of economic growth of recession. 


In terms of year, there are 6 out of the 39 years from 
1950 to 1988 at stages IV and V, 17 at stage I, and 16 at 
stages II and III. If the economic growth in 1989 drops 
from stage I to stage II, that is, the growth rate drops to 
7.5 percent, this indicates neither stagflation nor reces- 
sion. Rather, it shows a normal state of prosperity. 
Proceeding from the tendency of certain years, for exam- 
ple in the past decade, we made our choice and stabilized 
the growth of our economy between 7 and 10 percent, 
that is, at stage Il. Hence, we cannot hold that China's 
economy entered a long-term period of stagflation. This 
is because at the early stage of development, China's 
economy basically developed in the direction of abnor- 
mal growth marked by an excessive quantity expansion. 
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Therefore, it is normal and rational for us to cool down 
the economy, and cut the growth rate from stage | to 


a = 9 realizi 
transformation the economic results and 
production yee and creating a more relaxed environ- 


ment for an in-depth future 


economy fluctuations the 
excessive quantity backed by the thinking of 
t 7 recession” was brought 


of rapid development still has deep roots among 
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In the development of China's economy, the great leap 
forward was actually a great leap forward for industry. 
The situation in recent years was more prominent. As it 
is difficult for the economic sector to further enhance its 
overall growth in the foreseeable future, and it is further 
restricted by internal factors if China develops the econ- 
omy by making loans, an accelerated absorption of 
resources by industry will inevitably reduce the resources 
for the growth of agriculture (such as capital, agricultural 
means of production, trained labor, and so on). There- 
fore, a great leap forward for industry must be accom- 
panied by a great recession and stagflation of agriculture. 
Take the 10 years of reform as an example. Between 
1979 and 1984, the growth rates of both industry and 
agriculture were at stage Il, and the difference between 
the growth rate of industry and that of agriculture was 2 
percent. During the 1985-1988 period, however, the 
growth rate of industry climbed to stage | while that of 
agriculture dropped to stage IV, forming a sharp contrast 
of growth rate between the two. The difference in such 
contrasting development in 1988 was as much as 18 
percent. © Such differences in growth were consistent 
with the difference in investment. Proceeding from the 
capital investment made by the government, the amount 
of investment in agriculture in the 1960's accounted for 
17.7 percent of the aggregate amount of investment. The 
proportion gradually dropped in the 1970's. The per- 
centage was dropped to 6.6 in 1981. In 1984, agriculture 
reaped bumper harvests while investment in industry 
was increased. Consequently, the investment in agricul- 
ture in 1985, 1986 and 1987 decreased by 2-3 percent 
per year compared to 1981 (the investment in agriculture 
in that year was very low). The link-ratios of these three 
years were respectively 4.5, 3, and 4.8 percent. With such 
levels of investment, how can agriculture avoid recession 
or continuous fluctuation of output? In order to find an 
excuse for the incorrect agricultural policies, to prove the 
correctness of supporting a high industrial output by 
making more investment in industry, and to maintain a 
quick pace of industrial development, some comrades 
use natural calamities and other non-economic factors to 
explain causes for the recession. This is not the right 
attitude. This is because no natural calamity could affect 
the agricultural production for four successive years! To 
a certain extent, it can be said that the abnormal growth 
(stage I) of industry in recent years was supported by an 
excessively low level of growth (stage IV) in agriculture. 
To develop industry at the expense of agriculture, and to 
adopt bias policies highly favorable to industry are basic 
mistakes of the macroeconomic policies toward the 
composition of industry. This is also a reflection of past 
chronic malady under a new situation! 


In addition to the above-mentioned irrational attitude 
toward basic industry, there are also problems of irratio- 
nality and non-coordination of the internal composition 
of industry. First, proceeding from the production pro- 
cess of industrial products, the growth rate of production 
of primary products, which are mainly energy resources, 
mining, raw materials, and so on, is slower than that of 
final products, which are mainly processed finished 
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products, Last year, the growth rate of processing indus- 
try was 23 percent, whereas that of mining and raw 
materials industries was only 10.8 percent, showing a 
difference of 12.2 percent, This irrationality of the 
composition of industry is related to the composition of 
investment at the previous stage, which was also irratio- 
nal. For example, during the period between 1984 and 
1986, the difference between growth rate of fixed assets 
newly added by coal industry through capital construc- 
tion and that of machine-building industry was widened 
based on calculations using that year's prices. Prices in 
the coal industry in 1986 increased by 1.8 percent 
compared to that of 1984, and prices in 198) decreased 
by 20 percent compared to that in 1984. Prices in the 
machine-building industry in 1986 increased by 32.4 
percent compared to that in 1984, and prices in 1985 
increased by 27.5 percent compared to that of 1984. 
Thus, how could we avoid the electricity or energy crisis 
for the past 2 years, which was triggered by a shortage of 
coal and caused by such a difference in composition of 
investment? Second, proceeding from the composition 
of industrial enterprises, some of them expanded so 
much that they moved to the rural areas too quickly. In 
1988, the growth rate of industry as a whole was 20 
percent, while that of rural industry was more than 35 
percent. It is certain that in order to transform China's 
traditional structure of rural economy, and to solve the 
problem of surplus manpower in the rural areas, we must 
take the road of industrialization in the rural areas. 
Under the circumstances where it is very difficult for the 
rural areas to start private industry, it is inevitable that 
they run industry in the rural areas. However, this 
involves the problem of development speed. If two- 
thirds of the rural manpower were promptly absorbed by 
industry, or turned to mining, brick production, 
machine-building, we shall be unable to achieve our 
goals though it seems that this may help speed up the 
pace of industrialization. ° China learned a profound 
lesson in the 1950's when it mobilized all people to run 
iron and steel industry. As at this moment, China's rural 
industry is a typical industry marked by quantity expan- 
sion. Can we gradually switch, through a steady growth 
rate of rural industry, the development of rural industry 
in a direction which focuses on technological innova- 
tions? 


Furthermore, China's guiding ideology had many mis- 
takes in terms of the composition of foreign trade and 
domestic trade. During the period of reforms, it is more 
open than that during the period of traditional planned 
economics. It puts more stress on the role of foreign 
trade in the operation of the national economy as a 
whole. This general strategy is absolutely correct. In 
recent years, however, there develened the phenomenon 
of stressing immediate success 11 cur specific guiding 
ideology on opening up. To a certain extent, the inten- 
sification of contradiction between supply and demand 
in the domestic market was related to the excessively 
expanded foreign trade. For such foreign trade, the main 
imports were equipment and technology for the produc- 
tion of future products. Therefore, the predicament in 
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domestic trade was mainly caused by excessively 
expanded exports, According to Customs, China's aver- 
age growth rate of export between 1981 and 1986 was 9.5 
percent per year, whereas the percentage of 1987 and 
1988 was respectively as high as 27.5 and 20.8, Obvi- 
ously, the relatively rapid expansion of export is one of 
the reasons that there was an excessively brisk demand 
in China's domestic trade market. 


The above-mentioned analysis indicates that the exces- 
sively brisk aggregated demand in China's economy is 
interrelated to the bias structural policies. One cannot 
give an explanation about the “dislocated aggregate 
quantity” without the “dislocation of structure,” and it 
is inevitable that a “dislocated aggregate quantity” will 
intensify the “dislocation of structure.” A simple 
“theory on supply,” “theory on siructure,” or “anti- 
inflation theory” often has the two conflicting with each 
other. Nobody is willing to solve problems concerning 
the dislocated aggregate quantity from the viewpoint of 
correcting the guiding ideology, or agrees on an austerity 
of demand. There are two basic ideological points in this 
respect. First, people holding this viewpoint believe that 
acts of control and austerity of demand “are not a 
permancni cure, and that we can realize system reform, 
particularly ownership of assets by enterprises, only 
through an effective control of demand. It is just as a 
current catchphrase says, “the only way out is to 
reform.” In other words, it is contradictory to carry out 
reforms by checking demand and reforming the system 
by using a strengthened macroeconomic control. Second, 
they hold that the demand austerity contradicts speedy 
development, and it is not wise to slow down the 
development speed of industry at the expense of 
demand. These two points are untenable. '° To negate 
demand austerity by emphasizing the significance of 
structural and supply problems is sot only one-sided 
thinking, but also contradicts with the strategy of carry- 
ing out intensive reform and making headway in the next 
step. 


Of course, there are problems concerning the basic 
points of an austerity policy toward aggregate demand. 
After new austerity policies were started in the fourth 
quarter last year, we can make our way only by trans- 
forming the structure, improving our efficiency and 
improving the quality. However, we must understand 
that under the circumstances where the aggregate quan- 
tity of resources (capital, materials, technology, and so 
on) cannot be sharply increased in the foreseeable future, 
it is almost impossible to sharply increase the effective 
supply of basic industry such as agriculture, in particu- 
lar, the production of grain and energy resources, in 
China's market without adopting effective measures for 
controlling aggregate demand, such as determined acts to 
check inflation, development speed of industry, invest- 
ment demand by small-scale processing manufacturers; 
and determined acts to stabilize the quantity expansion 
ratio of rural industry. It therefore seems that an equi- 
librium of structure objectively requires us to resolutely 
carry out austerity measures. 
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1V. Considerations Concerning Recent Macroeconomic 
Readjustment 


To implement austerity measures according to the set 
policies should make us achieve the goal of reducing the 
transitional demand and increasing the effective supply. 
This is indicated by a chart on the left, When the demand 
curve dd moves to d'd’, and when the supply curve ss 
moves to the right to 8's’. Under the circumstances where 
other conditions remain unchanged, the price level will 
drop from point D to point B following a drop in 
demand from point C to point B, OC’-OB', and an 
increase in supply from point A to point B, OB'-OA, 
thereby theoretically realizing a settled equilibrium, as 
well as stabilizing prices, which is the goal of our 
macroeconomic policies. [Please see Chart 2 for illustra- 
tion. ] 


The above-mentioned chart is explicit in illustrating the 
abstract nature of the theory, though it is an assumed 
process of macroeconomic readjustment. However, it 
has proved that (1) the gap between supply and demand, 
AC, should neither be simply regarded as a shortage of 
effective supply nor be regarded as fully equivalent to a 
surplus of effective demand. The excessive demand is 
indicated by BC, while the shortage of effective supply is 
shown by AB; (2) macroeconomic readjustment policies 
must “work along both lines”: there should be an AB 
increase of supply, while we reduce the demand from 
point B to point C. It is impossible to change the supply 
level at point A to point C, or change the demand level 
fron: point C to point A. We can oniy choose a manage- 
ment policy integrating supply with demand; (3) the 
theoretical settled equilibrium point A of aggregate 
demand will inevitably bring about a widespread eco- 
nomic recession; while the demand level at point C is a 
rational one. For the time-being, the level of effective 
supply can only be chosen alorg the ss line, or the s’s’ line 
at most, so that the theoretical equilibrium price level 
will be increased to point F , or subscript o. In the actual 
process of readjustment, a choice of “centripetal read- 
justment” taking B as the focus (see the three arrows in 
the chart) is feasible and practical. 


For the sake of realizing the “centripetal readjustment” 
taking B as the focus, we should implement an urgent 
task of increasing the supply, which is to stimulate the 
production of agriculture and energy resources, as well as 
the output of basic industrial products such as grain, 
timber, animal husbandry, fish ry, energy resources, and 
so on. All these require the government to give support 
by increasing the investment. In particular, agriculture 
cannot get rid of the predicament of recession without 
great support from the government. Moreover, it may 
enter into a lengthy period of stagnation and become a 
bottleneck of our forthcoming process of industrializa- 
tion. The major method for stimulating the agricultural 
supply at present is to readjust government's macroeco- 
nomic management policies on agriculture by (1) 
increasing its investment in agriculture; (2) imposing 
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these 

power, (ransportative and communications industries. 
The elecinic power industry should consist of predomi- 
nantly thermal power nlanis, bul where local conditions 
permit, it should also develop hydroelectric power and 
nuclear power. The industry should make strong efforts 
to alleviate more or less within the next & years the 
shortage of electric power and “capture the high ground” 
of supplying motive power in the industrialization. In 
order to achieve this objective, a scientific and compre- 
hensive plan for the electric power industry has to be 
formulated with systematic planning, a plan which will 
have to comprise consideration of the development and 


of the coal mining industry, transport industry, and 
other related industries. The transport and communica- 
tions industries will have to complete their original 
railway and communications key construction projects, 
but in addition must direct their particular attention to 
the support of the development of the coastal regions 
with their externally-orented economies. This means 
development and perfection of such items of the infra- 
structure as harbors, airfields, and telecommunication 
facilities. Efforts should be made to create within the 
time of 5 years an excellent external environment in 
portions of the area, attaining @ height of development 
that will stimulate China's national economy. Besides 
this, key support should also be given to industries 
providing raw and semiprocessed materials, such as steel 
and iron and nonferrous metals, also to the chemical 
engineering industry, and the building materials indus- 
try By means of technical transformation of present 
enterprises and the spread of already acquired advanced 
technologies, they should enhance their supplies, quan- 
titatively and qualitatively, and appropriately utilize 
surplus capacities of the international market to supple- 
ment domestic shortages. 


Perfecting the mechanism, normalizing sources of capital 
The value substance ‘» the basic structure is social 
capital, i.e., the public capital which has its source in and 
also serves all members of the society. The defective 
mechanism for replenishing social capital has already 
had serious consequences. To eliminate this obstructive 
factor, efforts have to be made in the direc- 
tions in order to arrive at a normalized source of vapital 
and a sound system: (1) Clarifying the legal responsibil- 
ities between the central government on one side and the 
provincial, prefectural, municipal, and county govern- 
ments on the other side for reinforcing the basic indus- 
tries, and developing their specific key projects at differ- 
ent levels. (2) While ensuring an essentially rational 
scope and structure of foreign indebtedness, expanding 
the proportion of foreign loans invested in 


long-term 
basic industries. (3) Appropriately expanding the 
amount of the government's domestic borrowing (4) 
Perfecting the system of social guarantees, which would 
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have the financial gain more sources of long-term 
investments from individuals, (5) Perfecting a system of 
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returns of scale, accelerating technological 
progress. In the last few years, the reaction of the market 
mechanism has forced local governments to invest pref- 
erentially in basic industries. This explains .at ‘s 
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returns, prices, subsidies, and quotas, as well as related 
policies, will have to be amended, and new advances will 
have to be made in instituting a financial mechanism 
and also a sound legal system. 


(. Regarding Efforts To Improve Market Organization 


China's economic structural reform is an organizational 
process of ually transforming the form of its indus- 
trial zation, which in and breadth is now 
determined by the structure of the government's admin- 


could exercise their normal functions. In whatever direc- 


substance of our policy of industrial organization must 
be: creation of a market entity, intensified efforts to 
improve market organization, and transformation of 
capital holdings with emphasis on focal points. 
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Intensified efforts to regulate markei organization, creat 
ing @ state of competition between the large enterprises. 
Because of the two intertwined contradictions in China's 
industrial structure mentioned earlier, an unrestricted 
competition is not beneficial for the formation of a 
rational industrial order, Under the present circum- 
stances, the correct choice would be direct intensified 
regulation of a market organization. First, developing 
enterprise conglomerates will not only fully utilize the 
economies of scale, bul, more importantly, will form a 
controlling relationship of the large enterprises in rela- 


have them attain capability and the environment to have 
a relationship with the enterprises of mutually 
promoting each other's and of mutually supple- 
See Re Grae © OSES & 
develop by means of their own strength. um and 
small enterprises which have demonstrated great ability 
in the competition must 

we must ensure that such enterprises will be allocated 


z 
: 
i 
4 


nas industrial structure, we must start out from the 
aspect of unified planning at the three levels of structural 
transfers, organizational transformations, and techno- 


t durable goods, so as to bring the potential of 
China's war industry and mechanical and electrical 
equipment manufacturing industry fully into play, mak- 


contradictions in social demands, determines that the 
choice of dominant industries must favor the basic 
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industries and the new types of labor-intensive indus- 


tries that in fi exchange. This state of a dual 
development in the structure puts great pres- 
sure on the industrial . Realization of indus- 
trial policy relies on the tion of a con\ingent of the 


highest quality of industrialists and government eco- 
Ry wy yt 4 yy 
tant “manpower assets” is a consideration that should 
take preference even before consideration of any of the 
other above-stated policies. 


Footnote 


1, See Li Boxi [2621 0130 3305) et al,, “Tentative Study 
of China's I Policy” in “Research Reports of 
rT Council's Center for Development,” No 12 
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FOREIGN TRADE, INVESTMENT 


Trade Reform With Soviet Bloc Proposed 
400605 1 we GUOJI MAOYI 
/INTERTRA Ein Chinese No 3, 27 Mar 89 pp 12-15 


Article in the FORUM: “Tentative Proposals on 
of China's System of Trade With the Soviet 
Union and Other Eastern European Countries") 


{Text} 1. Some Basic Assessments 


of trade with the 


government 
ment with operation. Under the system, the 
rely on the governments’ long-term trade agreements and 
annual barter protocols to determine what the foreign 
trade enterprises and manufacturers should export or 
import. The government's decision replaces enterprises 


become increasi difficult to execute the agreements. 
Fhelanes of wade fo vielated by estual 


ts thwart bilat- 
eral trade expansion and undermine its healthy develop- 


ment, Under this system, if one party to an agreement 
has an export problem or has deliberately over-estimated 


its export ty and defaults on the contract, it would 
upset the of trade, and as a result, the side with 
a trade surplus is forced to extend a zero-interest or (if 
the adjustables in the agreement are exceeded) low- 
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trade will lose vitality, and it will be impossible to tap 
even the greatest trade potential. 


Il. Evalaation of Several Reform Ideas 


1. Establishment of companies that do business 
with the Soviet Union the Eastern European coun- 
tries and handle all import-export commodities which 
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the basic principles in China's reform of the foreign 
trade system, Meanwhile, this program does not abolish 
the existing system of inter-government trade agree- 
ments and cannot eliminate its defects, If specialized 
trade companies are set up, branch companies will be 
needed everywhere to papsenaee the supply of goods. 
Thus, from the point of the direction of reform of the 
foreign trade system and the long-term development of 
bilateral trade, this proposal is feasible but not practical, 
5 SapEERRES, the drawbacks may outweigh the bene- 
ts. 


2. Parcelling out the import and export contracts with 
the Soviet Union and the Eastern European countries to 
several provinces, cities, and autonomous regions at the 
same time (only the export contracts are parcelled out at 
this time), This program will link our system of trade 
with the Soviet Bloc to the present 3-year foreign trade 
contract system. It will facilitate management of the 
entire foreign trade system and reduce the state's finan- 
cial losses. 


But this program also fails to address the core problem in 
our system of trade with the Soviet Unoin and the 
Eastern European countries. First, when trading with 
these countries, many import and export commodities 
are still regulated by the state. If we parcel out the 
contracts to the localities, there is little the state can do if 
the localities fail to balance imports and exports. Second, 
a more serious consequence may be that, putting their 
own interests first, the localities will export more and 
import less, and this will make the agreements more 
difficult to fulfill and may produce a huge trade surplus 
which will adversely affect our economy. 


3. Proposal of setting an internal settlement price for 
Swiss francs to clear the accounts and adjust the profits 
and losses of import and export and balance their cost 
and benefit. This proposal in essence tries to disassociate 
the internal settlement price of Swiss francs from their 
spot exchange price and adjust the settlement price 
between Swiss francs and renminbi according to the cost 
of our import and export trades with the Soviet Bloc. In 
the process, we can divert some of the export profit to 
pay for imports based on this settlement price. 


This program maintains the status quo in our trade with 
the Soviet Union and the Eastern European countries 
and tries to manipulate the internal settlement price. 
Reducing the profit of the exporting enterprises via the 
internal settlement price will jeopardize exports to this 
trade zone. Meanwhile, relying only on the exchange rate 
as a lever makes it very difficult to balance the cost and 
benefit of import and export. The importing enterprises 
may have an edge, but it still cannot make up for the 
losses incurred by importing. 


4. Completely restructuring the system of trade with the 
Soviet Union and Eastern Europe and abolishing the 
inter-government trade agreements and use spot 
exchange instead. 
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The merit of this proposal lies in its elimination of the 
defects of the inter-government trade agreements and its 
separation of government from enterprises and manage- 
ment from operation, It is consistent with the direction 
of this country's reform of the foreign trade system, and 
it gets rid of the burden of long-term trade surpluses 
which are of no real use to us. It encourages enterprises 
on both sides to fulfill the contracts and improve the 
quality of the products and makes both sides more 
competitive. 


If we analyze this program rationally, however, we will 
realize how extremely difficult it is to carry out. First, 
today neither the Soviet Union nor the Eastern Euro- 
pean countries will agree to cash trade using spot 
exchange. This is due, in addition to the force of habit 
and to their preference for trade agreements, primarily to 
their chronic shortage of foreign exchange, their lack of 
potential exports to the West, and their heavy foreign- 
debt burdens (statistics show that the Soviet Bloc owes 
the West as much as $120 to 125 billion; their debt to 
export ratio is as high as 215 percent). Forecast predicts 
that these countries will remain in the peak debt redemp- 
tion period from the 1990's until the end of this century, 
and so they neither want nor can switch from the 
traditional barter trade to cash trade using spot 
exchange. China is facing similar problems as well. 
Second, if we enter into spot exchange trade rather than 
seek balance, which side, China or the Soviet Bloc, can 
take the pressure of trade deficits? Obviously, this form 
of trade will prompt both sides to get more foreign 
exchange from the other side, and this will resv!t 1n more 
exports and less imports. In fact, if China opts for cash 
trade with spot exchange, we will have a huge trade 
deficit with Yugoslavia. This situation cannot sustain 
over a long period of time. If we switch entirely to spot 
exchange trade, China's trade with the Soviet Union, 
and particularly with Eastern Eruope, will decrease, 
although not uniformly. Because China and the Soviet 
Union supply each other's need in trade, the trade 
volume can be sustained; besides, supplemented by 
other forms of trade, trade with the Soviet Union can be 
kept up and may even expand and grow. But trade with 
the Eastern European countries will be less optimistic. 
China will not spend spot exchange to purchase ordinary 
mechanical and electrical apparatus nor will they spend 
huge sums of foreign exchange to purchase our light and 
textile consumption goods. Thus, reforming the bilateral 
trade system and replacing inter-government trade 
agreements with spot exchange trade may not be feasible 
for some time to come. If China insists on this option, it 
will lower the trade volume in this trade zone. 


Ill. A New Concept 


1. The premise of reform of the system of trade with the 
Soviet Union and the Eastern European countries: 


We must understand that reform itself is not the final 
goal. Our goal is to promote the development of bilateral 
trade relations. The premise of reform of the system of 
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trade with the Soviet Bloc is to promote the multi- 
faceted, multi-level, and multi-channel development of 
bilateral economic, trade, production, and technological 
cooperations and keep the bilateral economic and trade 
relations at a healthy, proper level by making changes in 
the system, Of course, we should also realize that there 
are risks in any kind of reform program, we will run into 
many problems and difficulties at the beginning, and the 
trade volume may decline somewhat, We must be fully 
aware of these possibilities. 


2. Reform of the way we do business: 


Inter-government trade agreements with the Soviet and 
Eastern European countries should be abolished. Long- 
term trade agreements signed within these 5 years should 
not be renewed upon expiration. Meanwhile, the annual 
barter agreements should gradually be abolished too. 
This implies that the producers of commodities and the 
managers will once again play the dominant role in the 
bilateral trade, and the government will no longer hand 
down mandatory import-export plans. Enterprises will 
Operate as enterprises, and they can decide on the form 
of trade in accordance with their own needs and possi- 
bilities. At the same time, departments and localities 
doing business in this trade zone should be given more 
management rights, and different forms of trade should 
be permitted to supplement the government trade agree- 
ments until the latter is finally abolished. 


3. Reform of the settlement method: 


In consideration of the needs and the possibilities of 
long-term development, we should set uniform exchange 
rates with the Soviet Union and other Eastern European 
countries in that trade zone. That is, we should establish 
a direct price ratio between the renminbi and the cur- 
rencies of the Soviet Bloc countries. In this way, if there 
is a trade surplus, the surplus money can be spent in the 
other country to buy goods or invested directly or used to 
set up joint-ventures, purchase the other country’s 
stocks, and develop tourism or pay for goods and ser- 
vices with that country’s currency. At present, the Soviet 
Union and Czechoslovakia have adopted this method to 
settle their accounts, and they may promote this system 
among the CEMA countries. In addition, there is a 
non-trade exchange rate between the currencies of the 
Soviet Union and the Eastern European countries; this 
exchange rate is not linked to the convertible currencies 
of the West. Hungary and Poland, which are parties to a 
general custom and trade agreement, have adopted this 
method. During the second quarter of 1988, Hungary set 
the exchange rate of $1 to 47 forint and | ruble to 17 
forint; the price ratio between the U.S. dollar and ruble 
is 1:3. In Poland, $1 equals 410 zloty and ! ruble equals 
170 zloty; the price ratio between the U.S. dollar and the 
ruble is also 1:3. Both Hungary and Poland practice a 
market economy which is controlled by planning, similar 
to China's. They determine the exchange rate between 
their own currencies and the Soviet Union's currency 
based on the purchasing power parity theory. China can 
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do the same and set exchange rates with the currencies of 
the Soviet Union and the Eastern European countries 
and integrate the trade and non-trade exchange rates. 
This will eliminate all the defects of settling accounts in 
Swiss francs at recorde prices through remit and trans- 
fer. It will facilitate the smooth development of eco- 
nomic, trade, technological, production, international 
tourist and other mutual cooperations. Moreover, the 
biggest advantage of direct exchange of currencies is that 
it eliminates the use of foreign exchange which is very 
scarce when making payments and we can avoid any 
trade imbalance problem. In addition, the Soviet Union 
and some Eastern European countries have suggested 
gradually turning their currencies into convertible cur- 
rencies; some have even set a timetable. Once those 
currencies become convertible, China can create a pric- 
ing package and set exchange rates, and we can conve- 
niently convert the present method of trade settlement 
into spot exchange settlement. This probably is a more 
stable reform measure, acceptable by both sides. The 
only difficulty lies in the bilateral negotiation, but as 
soon as this is resolved, all other problems will solve 
themselves. 


4. Reform of the pricing method: 


The practice of buying high and selling high must be 
changed. First, we should price the products according to 
international market prices and give the importers and 
exporters a correct price signal and allow them to com- 
pete under fair and equal conditions. For this reason, 
before we peg our currency to the currencies of the other 
side, we should link the export profits and import losses 
and set up an “export regulation fund” and balance our 
own import and export and create an internal self- 
regulating mechanism when doing business with this 
trade zone. 


5. Reinforce thre mechanism which allows enterprises to 
take responsib.'ity for their own profits and losses when 
trading with the Suet Union and the Eastern European 
countries: 


Prior to reforming the trade agreement system, we 
should reinforce the mechanism which lets enterprises 
take responsibility for their own profits and losses to 
facilitate the fulfillment of the long-term agreements in 
the remaining 2 years before they expire. The specialized 
foreign trade corporations should have domestic trading 
rights. We should learn from Japan's comprehensive 
trade agencies which handle a fixed proportion of both 
domestic and foreign trades. Hungary has solved this 
problem too. In 1988, Hungary combined its Ministry of 
Foreign Trade and its Ministry of Commercial to form 
the Ministry of Trade and transferred some of the 
functions of the Administration of Commodity Prices to 
the Ministry of Trade, and subsequently, has fairly 
successfully balanced its imports and exports and solved 
some other problems, and the entire circulation realm 
has become more open. Today, some of China's frontier 
trade companies and local trade companies have been 
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fairly profitable in trading with the Soviet Union and the 
Eastern European countries. This is because 
acquired domestic and foreign sales rights. price 
their products based on market prices and reduce the 
number of middleman, and the final consumers find 
their prices reasonable. 


6. We need to take active steps to develop more frontier 
trade and local trade with the Soviet Bloc and forge a 
direct relationship between enterprises on both sides and 
develop different forms of coopera.ion and let them play 
a bigger role in the bilateral trade. To achieve this goal, 
we probably should set up a Soviet Bloc trade association 
to handle the coordinating and organizational tasks. In 
particular, at this stage, we must let the local foreign 
trade companies know more about available channels 
and trade partners in the Soviet Union and the Eastern 
European countries and keep them better informed to 
promote the healthy and steady develop of different 
ways of trading with the Soviet Bloc and let them play a 
bigger role in the bilateral trade. 


Ways To Improve Foreign Debt t 
40060531 Beijing JINGJI LILUN YU JINGJI GUANLI 
[ECONOMIC THEORY AND BUSINESS 
MANAGEMENT] in Chinese No 2, 28 Mar 89 pp 34-36 


[Article in “Anti-Inflation Measures” column by Zhang 
Guanghua 1728 0342 5478 of the State Administration 
of Foreign Exchange: “Managing Foreign Debts Better in 
an Inflationary Situation") 


[Text] In a decontrolled economy, foreign debt policy 
becomes an important part of the nation's macroeco- 
nomic policy. Foreign debts are an economic variable 
that cannot be overlooked in a modern economy. They 
can help make up for inadequate domestic construction 
funds and promote the development of the national 
economy, but they can also obstruct proper economic 
functions and disturb economic order. Basically, infla- 
tion is either demand-pull or cost-push. In either case, 
increasing foreign debt will further fuel the economy. In 
a country beset by hyper-inflation, a tight domestic 
financial and credit loan policy will lead to surging 
demand for foreign !oan funds. If we fail to tighten the 
foreign debt policy, *!e huge influx of foreign loan funds 
beyond what the ational economy can repay will 
become an exogenous variable which -vill aggravate 
inflation. Eventually, after a period of stagnation, a new 
round of inflation not only will further increase the 
demand for foreign loans but the higher rate of inflation 
will depress the real exchange rate of the domestic 
currency against foreign currencies, and this will exert 
pressure to depreciate the official exchange rate. Sub- 
stantial depreciation of the domestic currency will raise 
the cost of repaying the principal and interest of the 
foreign loans. The added debt burden can easily turn 
into a debt crisis. In addition, depreciation of the cur- 
rency raises the prices of imported raw and processed 
materials and domestic products, and this will exacer- 
bate inflation at home. 
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Thus, as we tighten our fiscal and monetary policies 
today, we must also adopt a tight foreign debt policy and 
coordinate different aspects of our macroeconomic pol- 
icy to combat inflation. 


Tightening the foreign Jebt policy means strengthening 
foreign debt management; it means keeping the increase 
in the scope of foreign debts under control, improving 
the loan composition, putting the foreign loans to better 
and more efficient use, formulating a proper loan repay- 
ment plan, and insisting on repaying the loans on time. 


First, keep the increase in the scope of foreign debts under 
control. The scope of a nation’s foreign debts is con- 
strained by, aniong other things, the periodic demand for 
foreign loans to finance domestic construction as well as 
by the availability of loan funds in the international fund 
market and the nation's own ability to pay its debts. A 
nation’s foreign debts should be limited to the amount 
needed to make up fund deficiencies to meet the 
demands of its reasonable rate of economic growth 
ability to repay the foreign debts is the most critical 
factor determining the extent of indebtedness. Today, 
the two indicators most used to evaluate a nation's debt 
level are: (1) the debt ratio which refers to a nation's debt 
balance relative to its total export of goods and services 
during the same period; (2) the debt retirement rate 
which refers to the payment of principal and interest as 
a percentage of the export of goods and services during 
the same period. Generally, the debt ratio should not 
exceed 100 
not exceed 20 to 25 percent. Debt crisis looms 
two indicators are exceeded. Although China 
have not exceeded the security boundary, there 
indications of overheated demand for <= 


z 


: 
z 
$ 
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| 
Hl 


therefore, we must control the scope of 

more tightly. We must estimate, using scienti 
ods, the country's short- and long-term ability to 
the loans and set a proper debt retirement rate 
consistent with China's conditions today, and by fi 
the optimal quantitative limit which will be the 
that limits our extent of indebtedness, we should formu- 
late and perfect a new foreign borrowing plan. The state 
should formulate an annual plan as well as periodic mid- 
and long-term borrowing plans based on the state of 
economic development and our ability to pay. Once the 
annual plan is formulated, it should be sent down to the 


a 
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HF 


bility; foreign funds can only serve as a supplement. In 
addition, we must prohibit improper borrowing activi- 
ties at the microeconomic level. In the absence of proper 
borrowing behavior at the microeconomic level, a coun- 
try’s macroeconomic control of foreign debts cannot 
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enviroment to develop the other sectors. Many of Chi- 
na's foreign loans have been used on heavy industry and 
communications and transportation, bul in recent years, 


~ aay LL be wed wo ingen 
equipment-type | 

and on AA ym. Ay But we 
the following problems (1) we must 


affected the 
ment of enterprises, (2) we must complete the 
putting them into operation in a timely man 


3 
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we must strive to rely on Chinese-made raw and pro- 
cessed materials (a substantial part of our total foreign 
exchange expenditure is spent importing raw and pro- 


fully evaluated and be thoroughly coordinated with other 
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financial institutions to borrow those funds on short- 
term basis or allow interbank lending and 
— : ple yy ay 
a or a sam 

a foreign debt efficiency indicator 


Finally, we must adhere strictly to the principle of repay- 
ing our debis on time to ensure thal we can continue to 
enjoy the tal tgs when binging (a Sosten 
funds in the ture. As far as the state is concerned, it 
must have prompt and accurate information about when 
and how the money borrowed by the localities, depart- 
ments, and en ses are to S. . FAL 
borrowing units, they must have a ite loan repay- 
ment plan. implementing the debt 

can guarantee timely repayment of loans. 


state bul repaid by the localities or units, and 
borrowed and repaid by the localities or units. China's 


basic principle with regard to debts 
borrowed the 


state has stipulated that if a borrowing unit fails to fulfill 
its obligation to repay a loan, the foreign exchange 


: 


It can be funded by withholding a 
money borrowed by the local 

is possible, however, that this system, some units 
and departments may come to rely on this fund to repay 
their debts There are technical problems which we need 
to study more carefully. 


‘M * Foreign Trade ver! 
400605 | 2 ng GUOJI MAOYI WENTI 


INTERNATIONAL TRADE JOURNAL] in Chinese 
No 3, 30 Mar 89 pp 13-18, 60 


Article by Huang Jingbo 7806 7234 3134: “China's 
Foreign ‘Trade ‘Strategy Should Be e Mix of Import 
Substitution and Export Drive”) 


[Text] I. Reviewing China's Foreign Trade Strategy 
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workers of 14,19 million, This was just 26.4 percent of 
the total number of and 
and only 38.5 percent of their total number of and 


interests relationships of the con and 
does not touch on the income distribution for the whole 
body of staff and workers. Last year it was further 


74 
ul 


returns the linkage of total => oe 
economic results to the origi 

step by which payment of tax replaces 
Further, although linkage of basic wages 
ee med es ae 
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readjustment of wage 
the implementation of subsidies are all subject to 
tions. Thus, as the bonuses are linked with 
results, but cannot be included in costs, this 
results in the reduction of the wage i 


| 
aE 


staff and workers. For example, from January to October 
1988, the realized profits and taxes of industrial enter- 
prises within the budget throughout the country grew 
16.8 percent over the previous year. Using the | : 0.7 
ratio, the money of enterprise staff and workers 
could only grow 11.8 percent, far 
prices. In a situation where there is a regulatory tax on 
wages and where the consumer price index for staff and 
workers has risen over 18 percent, allowi 

half a month's bonus (60 yuan) before the tax levy 
kick-in point, is the same as changing the original wage 
regulatory tax kick-in point of 7 percent to about |! 
percent. This year there is a need to hold down the speed 
of economic development and keep production growth 
to about 10 percent. According to the existing linkage 
NS ee ES Se oe 
7 percent increase. Even if there is a 

half a month's bonus before the in, 
this will not have much significance for the majority of 
enterprises. (c) Although the serious implementation of 
distribution in accordance with work is stressed in policy 
statements, in actual actions it is often the case that from 


4 





5 
Z 
= 


é 
: 
z 
3 
i 


ni 
HH 
nie 
ele 
elie: 
eiietlaa: 


z 

z 
: 
sé 
se 
ag8 
a5; 


The direct causes of the problems which have appeared 
in wage distribution are the eee ae Seen 
contradiction and inflation. However, the main root and 
factor of the problem has been the defects 
and in the traditional socialist distribution 
theory. Thus, the way to resolve the problem is to 
establish a new standpoint on the theoretical level, and 
draw reform onto a new track. 


is More prominent and more intense. The factors gi 
rise to this situation are inseparable from the defects 
the traditional Marxist distribution Marx 
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while the average real wages of staff and workers od 
only 15,2 percent, an annual increase of 0.3 percent, This 
was far lower than in Japan and FRG which had quite 
high original base levels, And yet, we still did not 
experience a situation of supply exceeding demand. In 
the last 10 years, the growth in real wages has not 
exceeded the gross value of industrial and agricultural 
output or the growth in GNP, and yet society was unable 
to bear this growth. Now, when we are 

demand being greater than supply and the situation 
inflation, it needs to be pointed out that the surplus 
purchasing power of urban and rural residents is 530 
billion yuan, while stored commodities total only 253.3 
billion yuan, That is, there is | 0.50 yuan 
commodities for every yuan — 4, 
power. Any panic purchasing will set off tidal waves. | 
we remain stuck in the 
when maintaining the 
workers is di t, how 
However, with 530 bill 
power, this is only 400-500 yuan per person. If 
people's minds were not by 
concepts, how could they have adopted the 
basically freezing the real level of wages 
workers, and forgotten that this would 
siasm and even produce a pernicious 
development? 


At present, the prime issue is to clarify, on the theoretical 
level, the following points: Socialist distribution is the 
distribution and redistribution of the overall GNP and 
national income, and is not only restricted to the distri- 
bution of individual means of consumption between 


< 


non-labor income, the question of the privatization of 
housing and the sale of shares and bonds to the society, 
and the question of the transfer of consumption funds. 
This has been a major breakthrough in terms of tradi- 
tional socialist distribution theory and its significance is 
extremely deep-going. In fact, under commodity econ- 
omy conditions, any state, society or person, regardless 
of whether they have means of production or means of 
consumption, can increase the standard of living and 
increase individual wealth, and production funds and 
consumption funds can be mutually transferrable. Forc- 
ibly restricting the income of laborers within the scope of 
clothing, food and entertainment is a foolish action that 
is self-injurious. 


3. The Road for Reforming the Wage Distribution 
System in Enterprises at 


Resolving the drawbacks of the socialist distribution 
theory and breaking down the ossified ideas of those who 
refuse to make progress will allow the deep-going reform 
of the enterprise wage distribution system. Under the 
preconditions of adopting the appropriate measures and 
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maintaining and increasing individual savings, and 
ony under the aa of some consum 


(b) We should no longer have unified wage standards, 
unified arrangement of increments, and unified enter- 
prise wage structures. The state's control of enterprise 
wages should only be exercised through the linkage of the 
amount of total wages and enterprise economic results 


maintained the original real wages, to issue an appropri- 
ate number of house-purchase fund bonds. Also, through 
adopting the appropriate forms, it will be possible to 
ensure that the staff and workers are able to share some 
of the benefits of their enterprise's increased accumula- 
tion of funds. 


PRC MEDIA ON FOREIGN 
ECONOMIES 
Japan ‘Model‘ for Development of Enterprise 
Groups 


40060377 Beijing JINGJI LILUN YU JINGJI GUANLI 
[ECONOMIC THEORY AND BUSINESS 
MANAGEMENT] in Chinese No 1, 28 Jan 89 pp 44-49 


[Article by Liu Xiaoyan 0491 2556 1750, China People’s 
University and Liu Qian 0491 3602, Ministry of Coal 
Industry Cadre Management Institute: “Thinking About 
Development of China's Enterprise Groups—Inspira- 
tion From Study of Japan's Enterprise Groups") 


[Text] Japan's enterprise groups already have a history of 
several decades and have had an enormous influence on 
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Japan's national economy. Study and discussion of the 
development and present situation of Japan's enterprise 


groups is of very t theoretical and practical signifi- 

cance for the deve t of China's enterprise groups. 

Several Observations Concerning Japan's Enterprise 

Groups 

. Background of the Development of Japan's Enterprise 
roups 


After the war, Japan implemented a series of major 
reforms, one of which was the dissolution of the old 
zaibatsu [financial clique) system which had served as 
the economic base of Japanese militarism. However, 
with changes in the political and economic environment 
and the lack of thoroughness of the measures, the old 
zaibatsu capital built up again after a few years and, after 
reorganization based on Japan's three major prewar 
zaibatsu, appeared in the new form of monopoly capital, 
and is therefore known as “old zaibatsu system enter- 
prise groups,” including the Mitsubishi, Mitsui, and 
Sumitomo groups. In order to contend with these, sec- 
ond- and third-class pre-war zaibatsu, as well as a num- 
ber of zaibatsu-tinged weak enterprises centered around 


The mid-1950's were the initial stage of Japan's high- 
speed economic growth, and heavy and chemical indus- 
tries occupied the leading position in its industrial struc- 
ture. Not only was there high-speed growth of capital 
investment, there was also rapid development of heavy 
and chemical industries, centered around such products 
as steel, chemicals, shipbuilding, and machinery. Natu- 
rally, development of enterprises characterized by heavy 
industry capital was also remarkable. They began to 
break away from the monopolistic groups to which they 


grew larger day by day themsel 
established a vast number of subsidiaries and affiliated 
companies, thereby making it possible to establish the 


Toshiba, Hitachi, and Nissan. 


It is not difficult to see that the above three types of 
enterprise groups have different characteristics due to 
their different development backgrounds. Of these three 
groups, the first two types of enterprise groups have 
preserved a strong financial tinge, and are concern-type 
financial monopoly capital, while the independent enter- 
prise groups are industrial trusts which are intercom- 
bined with respect to technology and production, with 
specific heavy industry capital and specific huge compa- 
nies at the top. 


no means ignore the basic attributes possessed by inde- 
pendent enterprise groups as enterprise groups, more- 
over, what is even more important is that independent 


The Structure of Japan's Enterprise Groups 


If one were to simply sum up the structural state of 
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enterprise), The antennae of financial groups extend to 
production, distribution, and various areas of finance, 
and could even be said to have deployed their own 
enterprises in every field of industry. Independent 
groups, with specific huge companies at the top, control 
a vast number of su and affiliated companies, 
and through them absorb a network of cooperative 
relations consisting of a large number of medium- and 
small-sized enterprises, forming a pyramidal, vertically- 
arranged enterprise group structure. 


The Organizational Form of Japan's Enterprise Groups 


Financial enterprise groups have no specific center of 
authority; the central enterprises have no relationship of 
direct control with respect to other enterprises, and 
group affairs are handled and resolved consul- 
tations by the board of managers. The board of managers 
consists of the various member managers; it is the 
group's highest organizational structure, and uses a cen- 
tralized leadership system. Since enterprises within the 
group mutually hold shares, the board of managers can 
2 DOS Ee CGR SY Ge 
meeting of shareholders. 


Independent enterprise groups, through having core 
enterprises with extremely great autonomy adopt the 
form of vertical control and organize the production and 
operations activities of subordinate enterprises, have 
thereby established a powerful leadership system. The 
group's highest organizational leading body is the board 
of directors which, through its subordinate standing 
committee, manages the group's business. Independent 
groups mainly implement operational systems of unified 
business accounting and —— of different levels, 
or business accounting at di levels and manage- 
ment at different levels. The Nippon Steel and Matsush- 
ita Groups may be said to be typical examples of these 
two operational systems. 


The Internal Relations Principle and Operational 
Principle of Japan's Enterprise Groups 


Bringing overall effects into play depends on establishing 
relationships of dependence, trust, cooperation, and 
restraint among the enterprises within the group. Inde- 
pendent enterprise groups have a fairly clear view with 
respect to the principle of enterprise relations. They 
maintain norms for core enterprises and subordinate 
companies with respect to responsibility, rights and 
interests, and obligations. They stress that core enter- 
prises and affiliated companies, as members of the 
group, should coexist, flourish together, and be coordi- 
nated with one another. The of the affiliated 


companies bear full responsibility for their own compa- 
nies’ autonomous operation, while core enterprises 
maintain close relations with affiliated companies only 
from the standpoint of stockholders, in order to strive 
for overall benefits, but do not bear responsibility for 
management. However, the operational divisions of core 
companies have responsibility for managing affiliated 
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companies with respect to operational relations, and 
problems which emerge between affiliated companies 
are dealt with by core enterprises. 


In order to adapt to competition, strengthen control, and 
seck group benefits, Japan's enterprise groups have also 
formed a com set of operational principles. In fact, 
the groups’ principle of relations is itself one part of the 
~——— fl... F-4 — FF x 
en n mut 

ment and flexibly utilize each other's ~~ m 
strength and other resources; the head company should 
make the final decision on adjustment of the group's 
scope of operations and internal disputes; transactions 
within the group should be based on contracts, in accor- 
aap CES EES Cea SS GED EP © Se 
standard) and thorough planning, gener- 
ally adapt the disestion Gf dosenteailantion of power etth 
respect to subsidiary companies, even stressing the oper- 
ational formula of “control of capital and freedom of 
work,” and allowing subordinate enterprises ample oper- 
ational autonomy, not only bearing bility y for 
profits, but also independently and y bearing 
responsibility for management of such areas as produc- 
tion and marketing, talented personnel, and capital 
investment. They have increased both operational effi- 
ciency and competitive strength. 


Issues Related to the Development of 
pa ff be 4. 


|. Enterprise Groups and Financial Intervention 


Because Japan's enterprise groups have differing devel- 
opment backgrounds, their relations with financial insti- 
tutions are not entirely alike, either. In the history of the 
development of financial groups, since enterprises’ own 
funds were insufficient and stocks and bonds markets 
were by no means developed, enterprises had to rely on 
loans from financial institutions for the overwhelming 
majority of their required funds, and thus the influence 
of banks on enterprises has been constantly strength- 


forming a strong financial tinge. 
The The financial strength of the independent enterprise 
groups which have grown up after the war is relatively 
abundant, and the enterprises’ own funds account for a 
larger pecentage; therefore, their operational activities 
rely mainly on their own funds, and “non-loan opera- 
tions” are regarded as the objective of the struggle. Even 
when ties to financial institutions do occur, the groups 
by no means rely on serial loans from principal banks, 
but rather form multiple channels of capital-raising 
sources, including widespread use of government finan- 
cial institutions, long-term credit banks, city banks, and 
foreign capital, thus maintaining their independence 
from financial institutions. 
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separate hitch ~— financial responsibility This contributed even more to 


ty Jor taxable prof =—s the imbalance in the rural industrial structure and 


has delegated considerable 
governments, and 
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become a kind of “global tide,” In order for China to 
seek ways to survive and to become wealthy and strong, 
it had to eradicate all kinds 
attitudes and adopt “global 


Ff 


principle of thinking and a conscious attitude of 
Bar meay Saoeh. on solid ground in step, “ and “sub- 
— c ae to evidence,” was “the com- 

or discovering truth,” and “the sole and foremost 
coat or enaiinn utnenen,* Gale cslanse enel ou 
the “foul atmosphere” of learning, resolve the “life style 
of ignorance and inferiority,” and improve the “energy 
output of people.” Only science could make people leave 
the “age of barbarism ashamed of being a shallow 


Even though the characteristics of the quality of spiritual 
culture advanced by the initiators of “May 4th” could 
not encompass the entire colonial mentality, still, they 
represented the main direction of values. These charac- 
teristics and their explanation reflected a major need in 
the development of modern Chinese history. 


Ways “ ath" Promoted ‘s 
Methods, Ways “May People 


“May 4th” the man's modernization by 
strongly developmental and multifaceted ways. In sum, 
they were as follows: 


1. Strove to cultivate a generation of new men via “ethical 
revolution” and “moral revolution” 


“May 4th’s” origin lay in criticizing the old morality. 
Intellectuals who lived th the 1898 Reform Move- 
ment and the Revolution of 1911 profoundly realized 
that “the rise and fall of any country always depends on 
the character of the people of the state.” China fell into 


factor in moral govern 
imprisoned the ing 
them into all sorts of slaves. For a time, “New Youth” 
turned its talents on criticizing China 's feudal morality 
and its core—the three cardinal guides and the five 
constant virtues of the feudal ethical code. Li Ta-chao 
Ch’en Tu-hsiu, Yi Pai-sha, Wu Yu, Lu Hsun, and Hu 
Shih were famous intellectuals who criticized the old 
morality, seeking to “smash the shop of Confucianism.” 


After “May 4th,” using his recently learned principles of 
historical materialism, Li Ta-chao published the famous 


Changes in China,” incisively explaining 
ship between morality and the economic base. This was 
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the first scientific explanation of the necessity and ratio- 


in ethical and moral views are basic to liberat- 
“t the individual, Under the attack of this wave, the 


4 
i 
2 


more 
falter. A large group of young students were t into 
the tide of liberating the individual and the political 


2 
: 
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ones that were rather long-lived, crystall 
the spirit of the Chinese generation of that time who had 
far-reaching aspirations and great potential. They > 


Although the Revolution of 1911 failed, thereafter the 
intellectuals and academics of China expressed virulent 
dissatisfaction towards the government. Several years 
before the May 4th Movement, the dissatisfaction was 
still limited to satirize during idle moments and attacks 
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students believe that the of transforming society 
could only be reached by “direct action” and “a spirit of 
sacrifice.” The former meant throwing oneself into 
social practice; the latter meant “beginning with me.” 
These two points were later summarized in Ch'en Tu- 
hsiu’s “The Special Spirit of the May 4th Movement.” 


Nevertheless, young students are always naive. They 
easily fantasize, try to be different, and seek “shortcuts.” 
These characteristics are seen as Classic examples in the 
large issue of transforming Chinese society. It is easy to 
see why youns students did not directly pune into 
factories and vil (although they recognized that this 
was how it be) after the tide of “May 4th” 
receded, but instead went enthusiastically into Chinese- 
style “new villages" —experimental, work-study, mutual 
aid groups. 


Life is always the best teacher. After a complicated and 
idealistic youth, they ended up finding ways to unite 
with workers and peasants in practice. They realized 
their own value via this route. 


4. Joined the world 


During the “May 4th” period many mass organizations 
were brewing and developing plans to go to Europe 
under work-study programs so as to understand the 
world and visit the new Russia. Although they could not 
go to Russia for various reasons, there was a high tide of 
travel to France under work-study. In Hunan alone, “the 
winds swelled up to the clouds for a time and in less than 
two years, nearly 1,000 students went.” 


Whether considering the later Chinese revolution or the 
modernization of the Chinese people, joining the outside 
world was of profound importance. 


5. Reformed and popularized education 


Reform of education also developed to a new stage after 
the “May 4th” tide, in line with the ever-increasing 
popularization of democracy, science, “worker unity,” 
“equality,” and “socialism” in the minds of the people. 
Even more important at that time was striving for equal 
education for everyone, popularizing education, and 
“educating the common people.” Actually, there were 
scores of slogans such as “educate the common man,” 
“educate workers,” and “popularize education.”” Many 
mass organizations cropped up to study and practice 
“educating the common man.” Various kinds of ““work- 
study” groups, “lecture groups” and night schools surged 
like sprouts after a spring rain. All of this indicates that 
educational reform had already changed from nothing 
into something. 


To be sure, some saw education as “omnipotent.” They 
saw educational reform as the “first stage” in “setting 
Out to save this depraved society,” as “the prerequisite of 
prerequisites, the basis of bases.” Although this was 
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surely biased, we should not deny the significance of 
“educating the common man" because some advocated 
“educating to save the nation,” 


Deep Enlightenment 


This article has not studied this cultural and political 
movement from the viewpoint of man's modernization 
in crder to curry favor with the powerful or to be 
fashionable. In fact it is because: 


1, “May 4th” was actually a critical juncture in China's 
move from a traditional to a modernized society 


First, as “May 4th” flew the flags of democracy and 
science, it promoted the overall modernization of the 
Chinese people on the ideological and cultural levels. For 
us, it was a modernization baptism, — us up toa 
new level, namely, from democracy to socialism. 


Second, it prepared considerable talent for the Chinese 
revolution and modernization. 


Third, it let the Chinese people discover Marxism, 
promoting the establishment of the CPC, thereby ensur- 
ing victory for the new democratic revolution. This 
victory was a prerequisite for China's modernization. 


2. “May 4th” was a mirror of China's modernization 
history all along 


We have heard “May 4th” and seen its influence at 
practically every critical stage of the past 70 years. “The 
December 9th Movement,” “the July 7th Incident,” and 
“the April 5th Incident” 0 without saying, and didn't 
the people hear of an “ tide” everywhere 
during the “Great Cultural Revolution” that was con- 
trary to the spirit of “May 4th’? Didn't we experience 


ent, in form at least,from those of “May 4th.” 


The reason “May 4th” has had such a long-term charm is 
that, first, its spirit, desires, and the ideals it promoted 
are still very important today. China's nationalities 
should continue to have the patriotic spirit of “May 4th” 
youth as we advance toward modernization. It is a 
shining spiritual treasure. Second, China still has not 
resolved the issue of its “global status”, as put forth by 
the initiators of “May 4th” in their desire for the “right 
to food and rest in this corner of the universe.” 


3. “May 4th” is useful for today's modernization 
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“May 4th's” most important lesson is in teaching us that 
we must scientifically understand and highly regard 
modernizing the people. 


As mentioned above, the Chinese people's acceptance of 
Marxism and promotion of communism are among the 
major results of “May 4th.” Under the guidance of 
Marxism, the CPC undertook a new democratic revolu- 
tion, an important change from traditional to modern 
society. This revolution's victory eradicated the political 
and economic stumbling blocks to China's moderniza- 
tion, making it ble to turn the country's several 
hundred years of passive modernization into an active 
one. Of course, China has not realized this goal in the 
several decades since the victory of the revolution. The 
reasons are naturally complex. 


Marxism was originally a thesis for liberating the prole- 
tariat and the workers that entirely respected “man,” 
“the liberation of man,” and “modernization of man.” 
However, as ethnic and class intensified, and 
under the influence of the Russian Revolution, 
early Marxists in China only hurriedly studied “class 
struggle” and the “dictatorship of the proletariat" before 
throwing themselves into the whirl of fierce class 
struggle. After the great revolution failed, the CPC was 
forced into the countryside. Under conditions of long- 
term, scattered battles, the Communist Party on the one 
hand used unique methods to train branches of the 
peasant revolutionary army while on the other hand they 
themselves were turned into peasants to a certain degree. 
The Yenan period was a relatively open period for the 
CPC. Of course, modernizing man was not put on the 
agenda of the time. At the dawn of New China, Mao 
Zedong, in “On the Dictatorship of the Proletariat,” 
proposed educating the peasants and the study of eco- 
nomic responsibility by all insiders, showing that he had 
begun to realize that the founding of a new country 
meant one had to respect the modernization of the 
quality of the people. Until the mid-1950s, when he 
exhorted the Chinese people to start wars worldwide, he 
still had not forgotten this point. Yet after the “anti- 
rightist” campaign of 1957 and in line with the a ee of 
class struggle, the human nature of a. = 
“revolutionizing” became the dubious way for mil- 
lion Chinese people to stand up. “Liberation of the 
individual,” “humanity,” “reason"’, “competition,” 
“risk-taking” and other slogans were slandered as the 
monopoly of the capitalist class and revisionists. More- 
over, under Lin Biao’s advocacy of “personality 
worship,” the Chinese people who had just been freed 
from the Confucian ethical code became “slaves” of “the 
great leader.” Thus, “man” and the “study of man” 
practically became theoretically off limits in a Marxist 
country such as China because of a superficial under- 
standing in the early stage, and dogmatism and under- 
standing of experience later. And so, 30 years after the 
victory of the revolution, the change from passive to 
active modernizing still has not taken place. 


The 3d Plenary Session of the NPC brought about a 
change in focus, thereby bringing about such a change. 
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However, in the course of it we have forgotten “May 
4th's” teachings while putting all effort into moderniz- 
ing. Today, as we soberly review the past decade it is casy 
to see that all of the major China is facing 
today reflect an overall inferior quality of the Chinese 
people (including all levels of cadres). of class 
struggle over the past three decades has us from 
taking off economically and fostering modern talents. In 
the last decade educa mistakes have further inten- 
sified the conflict between the quality of the people and 
economic development, and in particular the growth of a 
commodity economy. As every advanced country pre- 
pares plans to nurture human talent for the next century, 
what should we in China do? We should have a definite 
idea about this as we commemorate the 70th anniversary 
of the May 4th movement. 


‘Guarantees 
HK0706015389 Shanghai 
in Chinese 8 May 89 p 13 


[Article by Xu Liangying 6079 5328 5391: “Democracy 
Is the Only Guarantee for Stability and Unity”) 


, Unity’ 
SHIJIE JINGJI DAOBAO 


[Text] The May 4th new cultural movement of 70 years 
ago was an unprecedented ideological emancipation 
movement against several thousand years of feudal tra- 
dition in China, The movement started in 1915. At that 
time, Yuan Shikai, who wanted to be emperor, instigated 
a number of old and young feudal dichards to form a 
so-called “preparatory committee” to influence public 
opinion toward his conspiracy. Confronted with this 
adverse historical trend, Chen Duxiu [7115 3747 4423} 
proposed to save China with “science and human rights” 
in his introduction to QINGNIAN ZAZHI (later 
changed to XIN QINGNIAN). In January 1919, he 
extended the concept of human rights to democracy and 
science. With the spirit of conquering mountains and 
rivers, he said, “We now hold that only democracy and 
science can save China from moral, academic, 


: 


This militant pledge, considered a poetic masterpiece 
encouraged generations of he 


The creative contribution to the research of world his- 
tory and a scientific summarization of the history of 
human civilization since the Renassiance that made 
possible for the enlightened thinkers of the May 4th 
Movement to summarize the essence of modern civili- 
zation into democracy and science. The historical expe- 
rience of both the successes and failures of many coun- 
tries over the past two centuries or so has proved that 
democracy and science are the most powerful weapon 
against autocracy, ignorance, and darkness as well as the 
two pillars for modern human civilization. Historical 
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facts have proved that democracy and science constitute 
the internal motivity on which a modern society depends 
for development and on which a modern cou.try 


depends for existence, 


Here democ refers to freedom, equality, h 
rights, and political ideals and practice based on 
law, while science refers to the sum of scientific 
, scientific thinki 

tific spirit, and above all, the ror 
truth, blazing new trails, and sober ty. 
spirit of democracy and science proposed during 
May 4th Movement could be resolutely implemen 
China's modernization would have been 
“a0. It is a pity that the thinkers during the 

ovement to make a systematic and 
study of democracy or to comprehensively in 
spread the democratic thinking and theory 
tive long ago in the West. It is also regrettable 
Duxiu, who was ready to “shed blood and 
life’ for democracy, democracy as 
exclusive to the bou * and it (in Septem- 
ber 1920) one year later. This led *s democratic 
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was a historic tragedy, and Chen 
became the victim of the tragedy. 


The proposal believing that democracy is exclusive to 
the bourgeoisie, calling it “bourgeois democracy,” and 
claiming that we should establish democracy wi 
ern or Chinese characteristics cannot withstand scien- 
tific analysis. We can clearly see through a careful study 
of the history of world civilization and an objective 
comparison of the civilized history and status quo 
between the East and West that both democracy and 
science are the outcome of human rationality and the 
universal embodiment of human nature. As it is gener- 
ally acknowledged that “man is the most rational 


following two aspects: First, man's rational 
think, which is indicated in science; and second, 
sake of existence and happiness, man has formed com- 
mon concepts and moral standards of right and wrong 
for the whole of mankind (at least civilized mankind), 
which constitute the basic contents of mankind's social 


years or so has proved that democracy conforms to 
mankind's rational demands. Thus it can be seen that 
there is no national boundary or class nature for democ- 
racy. The so-called democracy with eastern characteris- 
tics is but a brand of traditional feudal autocracy, which 
is manifested mainly in privileged ideas, the social estate 
system, the hereditary system, and rule by man. This is 
incompatible with democracy. The stress on eastern 
characteristics is actually a reproduction of the fallacy 
‘Chinese learning for foundation, Western learning for 


application” that went bankrupt a century o» 
word, democracy and science constitute for» sn tries 
the most valuable spiritual wealth and founce.on.. 


Although 78 years have elapsed since China overthrew 
the autocratic monarchy, the course of democracy is still 
arduous because China, unlike Europe, did not undergo 
the Renaissance from the | 4th to the 16th cent 
the Enlightenment from the | 7th to the 18th 
striving for democracy, many people with lofty 
underwent numerous hardships and even sacrificed 
lives. Today in China, insightful persons have 
that without democracy, modernization 
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reliable guarantee for 
dation for realizing China's reunification. Hence, while 


commemorating May 4th Movement, we should 
view and sum up the arduous course of the Chinese 
ple’s democracy over the past 70 years. 
We should acquire a of the histor- 


published 
the so-called “new authoritarianism,” “rule by elite,” 
“power politics,” and “enlightened autocracy” at great 
length, there were tremendous difficulties in publishing 
articles which refuted these fallacies and advocated 


the wheel of history and bring great suffering to China 
again will never succeed. 


To extensively carry out the enlightenment of demo- 
cratic thinking, it is necessary to profoundly study and 


that everyone (at least the majority) can reach a common 
understanding of the concept of democracy. Because of 
the deep-rooted, traditional, feudal ideas of several thou- 
sand years, democracy has become a forbidden word. 
Thanks to opening up in recent years, some speculators 
and those hunting for novelties have brought a few 
inferior commodities from the dark corners of the free 
market abroad to serve as their theory of democracy in 
order to confuse the young people. As a result, democ- 
racy became the target of their attack. This distortion 
and confusion should be clarified. 


What actually does democracy mean? In light of the 
historical experience and lessons of all countries, | think 
that the concept of democracy should include the follow- 
ing: 
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Taiwanese Businessmen Increase Overseas 
Investment 


40060595 ry be CHING-CH1 TAO-PAO 
/ECONOMIC TER] in Chinese 
No 17, 1 May 89 p 33 


[Article by Wang Fu 3769 1788: Taiwanese Business 
men Increase Investment’) 


[Text] Since Taiwan succeeded Hong Kong, labor short- 
ages this have become increasingly serious. These short- 
ages, in addition to the poor investment environment, 
have caused many Taiwanese and Hong Kong 


ture and can gO one sep in improving the 
difficult investment environment, not only will they be 
able to continue attracting Hong Kong investment, but 
they will also have an opportunity to bring in 

amounts of Taiwanese investment. An editorial in 

South Korean paper HANGUK ILBO said: “As the 
economic trade relations between the Chinese mainiand, 
Hong Kong, and Taiwan become closer, a ‘big Chinese 
economic circle’ is forming. This will be beneficial for 
implementation of the ‘one country, two systems’ lateral 


and wage increases are the 





est of groups convened from 
Kong's nine main associations, Hong Kong is 
short 150,000 workers. If the Hong Kong government 
does not correct its current policy, by 1994 they will be 
short 400,000 workers. Some Hong Kong authorities 
have recently made statements requesting permission to 
bring in labor, however, the current policy of the Hong 
Oe er 
Kong to move their operations into the 
mainland, but not to allow the mainiand to export labor 
to Hong Taiwan's labor shortage is even more 
accute. ng to estimates from Taiwanese newspa- 
pers, Taiwan currently has a shortage of 500,000 work 


Taiwan authorities showed that investment in equip- 
ment this year fell 14.4 percent. Taiwan's largest plastic 


Taiwanese and Kong businesses have taken their 
capital and means overseas in the past few 
— Aone office of Thailand's min- 

_ in 1988 Taiwanese businesses applica. 


tions to invest in Thailand, investment capital totaled 
$2.128 billion, which was an increase of 2.7 times the 
previous year, For the 308 applications that were 
approved, the total investment amount was $842 mil- 
lion. Taiwanese investment in Thailand has already 


Japanese businesses that used to invest in Taiwan are 
turning to Thailand There are also many Taiwanese 
businesses investing in Malaysia. In 1987, 37 Taiwanese 
investment projects with a total value of only M$340 
million went to Malaysia, but last year the number of 
investment projects increased to | 11, with a total invest- 
ment value of M$829 million. Taiwanese businesses last 


year engaged in investments in Hong Kong in real estate, 
manufacturing, and service industries, with a total value 


Taiwan has stopped restricting foreign exchange exports. 
Currently Taiwan has a capital shortage, but a plentiful 
labor supply. This is a good opportunity for the main- 
land to in Taiwanese investment and to continue 
to bring in Kong investment 


(ood for the Mainland T. in 
<1 am 


In the past few years, while relations have been warming 
up, quite a few Taiwanese businessmen have gone to the 
mainiand to negotiate and invest. According to reports 
of Hong Kong newspapers, Taiwanese businesses already 
have more than | 30 investment projects in Fujian with a 
total investment value of more than HK$900 million. 
Taiwan's KONG-SHANG SHIH-PAO => Tarwan- 
ese businesses use Fujian as a hot spot investment 
returning to the mainland One factor is that the Taiwan- 
ese and Fujianese speak a common language and cus- 
toms are basically the same, in addition many Taiwanese 
believe that in the future, as things develop, there will be 
direct boat travel between the two ocean shores. The 
travel time between Fujian’s Xiamen and Taiwan's 
Taichung harbor is the shortest, and transportation costs 
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